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In a report on middle-income debtor nations released on May 30, the World Bank declared that 17
of the largest Third World debtors will need new credits totaling $16 to $17 billion annually for the
next four years, in order to complete adjustment programs without sacrificing economic growth. If
these nations do not obtain such loans, said the Bank, debtor nation governments could conceivably
declare unilateral moratoriums causing serious repercussions for the international financial
community. The Bank praised Mexico's, "effective adjustment measures...that have progressed
considerably in the area of trade liberalization." The Mexican government implemented an
exchange rate policy that provides export incentives, and has divested itself of over 600 unprofitable
state enterprises. The warnings contained in the report are addressed specifically to commercial
creditor banks. In the 1985-87 period, commercial banks loaned less than $4 billion to the 17
Third World debtor nations, compared to $12 billion in 1983-84. The World Bank suggests that in
order to remove the temptation of declaring a moratorium, the banks should lend the countries
between $6 billion and $9 billion annually. The rest of the new credit needed by the debtor countries
should be provided by multilateral institutions, foreign investment, and governments in bilateral
arrangements. The Bank also recommended making the new loans available at much lower interest
rates to assist the debtor nations in achieve economic growth, and thus, capacity for loan repayment.
A 1% increase in the LIBOR (London inter-bank lending rate) costs the 17 nations an additional
$3 billion. According to the Bank, these countries have to realize an annual growth rate of 4 to 5%
in coming years in order to make any progress in resolving debt problems. The Bank pointed out
that austerity programs imposed by creditors as conditions for granting new loans have severely
curtailed economic growth in the 17 nations. "In many countries per capita income and consumption
have fallen considerably in the last five years," dropping to levels registered in the early 1970s. (Basic
data from Excelsior, 05/30/88)
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